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BUSINESS

Larry R. Moran T HE “FINAL” estimate of growth in real gross
Eggtri’g;egfﬂt‘ﬁi:'“t domestic product (cop) for the second quar-
article, and Daniel ter of 1997 is 3.3 p_erc_ent, 0.3 percentage pOIljt
Larkins prepared lower than the “preliminary” estimate reported in

the September “Business Situation” (table 1 and

the section on
corporate profits. - chart 1): for 1981—96, the average revision from

Table 1.—Revisions to Real Gross Domestic Product and Prices,
Second Quarter 1997

[Seasonally adjusted at annual rates]

Percent change from | Final estimate minus
preceding quarter preliminary estimate
Billions of
Preliminary Final Pe;c%nt- chained
estimate | estimate o?nts (1992)
P dollars
Gross domestic ProduCt ........ccuvmrrmmeenrrnrenneessseeeneieens 3.6 33 -0.3 -55
Less: Exports of goods and services . 19.7 18.4 -13 -25
Goods ... . 28.0 25.1 -2.9 -4.1
Services . 1.0 32 22 13
Plus: Imports of goods and services 19.9 20.5 .6 14
[CT0 0T [N 225 229 4 N
Services 75 8.9 14 5
Equals: Gross domestic PUrchases ... 38 37 -1 -2.0
Personal consumption expenditures .. . 1.0 9 -1 -6
Durable goods ... . -54 -54 0 0
Nondurable goods . -2.3 =21 2 5
Services 4.0 39 -1 -11
FiXed iNVESIMENT ..o 13.1 12.6 -5 -12
Nonresidential 15.4 14.6 -8 -15
Structures ........... -39 4.7 -8 -4
Producers’ durable equipment ... . 23.8 23.0 -8 -11
ReSIdeNtial ... 71 74 3 2
-1
-3
1
Government consumption expenditures and gross
investment 31 31 0 1
Federal ............... 6.8 6.6 -2 -3
National defense 7.6 75 -1 -1
Nondefense .... . 53 4.9 -4 -2
State and 10Cal ......coovvrereiee s 1.0 12 2 4
Addenda:
Final sales of domestic Product ..........ccccveveenineirieineieiienns 2.8 25 -3
Gross domestic purchases price index * . 8 8 0
GDP PHCE INAEX T oo seseens 15 1.8 3|

1. Based on chained (1992) weights.

Note.—The final estimates for the second quarter of 1997 incorporate the following revised or additional major source data that
were not available when the preliminary estimates were prepared.

Personal consumption expenditures: Revised retail sales for June.

Nonresidential fixed ir : Revised construction put in place for May and June and revised manufacturers’ shipments of
machinery and equipment for June.

Residential fixed investment: Revised construction put in place for May and June.

Change in business inventories: Revised manufacturing and trade inventories for June.

Exports and imports of goods and services: Revised data on exports and imports of goods for June, and revised balance-of-
payments data on exports and imports of services for the second quarter.

Government consumption expenditures and gross investment: Revised State and local construction put in place for May and June
and revised State and local government employment for June.

Wages and salaries: Revised employment, average hourly eamnings, and average weekly hours for June.

GDP prices: Revised export and import prices for June, revised values and quantities of petroleum imports for June, and revised
prices of single-family homes under construction for the second quarter.

SITUATION

the preliminary to the final estimate, without
regard to sign, was o.3 percentage point.'

The general picture of the economy that is
indicated by the final estimates of the national
income and product accounts (ntpa’s) is little
changed from that shown by the preliminary
estimates. The second-quarter increase in Gor
was smaller than the 4.9-percent increase in the
first quarter; the deceleration was more than ac-
counted for by slowdowns in consumer spending
and in business inventory investment and by a
pickup in imports. In contrast, business fixed
investment and exports increased more in the
second quarter than in the first, and government
spending increased after decreasing.

Revisions to the components of Gpp were
small. Exports and nonresidential fixed invest-
ment were revised down, and imports, which
are subtracted from final expenditures in the

1. Quarterly estimates in the national income and product accounts are
expressed at seasonally adjusted annual rates, and quarter-to-quarter dollar
changes are differences between these estimates. Quarter-to-quarter percent
changes are annualized and are calculated from unrounded data. Real esti-
mates are expressed in chained (1992) dollars, and price indexes are chain-type
indexes.

CHART 1

Selected Product Measures:
Change From Preceding Quarter
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Note.—Percent change at annual rate from preceding quarter;
based on seasonally adjusted estimates.
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calculation of gpp, were revised up. The revision
to exports was more than accounted for by goods
and primarily reflected the incorporation of re-
vised data for export prices from the Bureau of
Labor Statistics. The revision to business fixed in-
vestment was mostly to equipment and reflected
the incorporation of revised data for shipments,
primarily for aircraft, from the Census Bureau.
The revision to imports primarily reflected the
incorporation of revised Census Bureau data for
goods for June.

Real final sales of domestic product increased
2.5 percent in the second quarter, o.3 percentage
point less than the preliminary estimate. The re-
vision was the same as that to cpp because the
revision to change in business inventories was
small.

Real gross domestic purchases increased 3.7
percent, o.1 percentage point less than the pre-
liminary estimate. The revision was smaller than
that to gop because the revision to exports, which
are not included in gross domestic purchases, was
large.

The price index for gross domestic purchases
increased 0.8 percent, the same as the preliminary
estimate, and the price index for gpp increased
1.8 percent, 0.3 percentage point more than the
preliminary estimate. The revision to the price
index for cpp mainly reflected an upward revi-

Table 2.—Relation of Real Gross Domestic Product, Real
Gross National Product, and Real Command-Basis Gross
National Product

[Seasonally adjusted at annual rates]

Billions of chained Percent
(1992) dollars change from
preceding
Change from quarter
Level preceding ———
quarter 1997
1997 1997
| I
Il | Il
Gross domestic product .........cccoveeveenee 7,159.6| 84.2| 58.0 4.9 33
Plus: Receipts of factor income from the
rest of the world . .| 2363 -14| 117| -24| 224
Less: Payments of fa
rest of the World ... 250.8| 142| 16.8| 284| 318
Equals: Gross national product ............ 7,1444| 68.7| 526| 40| 30

Less: Exports of goods and services and
receipts of factor income from the rest
of the World .......ccooveiviienniisniii 1,1989| 19.7| 516| 7.2| 193

Plus: Command-basis exports of goods
and services and receipts of factor
INCOME oo 12417 285 69.8| 104| 26.0

Equals: Command-basis gross national

PIOAUCE o 71872 775| 708 45 4.0
Addendum:
Terms of trade ™ ....ccoovvvevvineriinnriiiinns 103.6 7| 15| 28| 6.0

1. Ratio of the implicit price deflator for the sum of exports of goods and services and of
receipts of factor income to the corresponding implicit price deflator for imports with the decimal
point shifted two places to the right.

NoTe.—Levels of these series are found in NIPA tables 1.10 and 1.11.

sion to export prices, which are not included in
the price index for gross domestic purchases.
Real disposable personal income increased 3.1
percent, o.2 percentage point more than the pre-
liminary estimate. The personal saving rate was
4.2 percent, the same as the preliminary estimate.

Gross national product (6np).—Real NP in-
creased 3.0 percent in the second quarter, 0.3
percentage point less than the increase in real
cop (chart 1 and table 2).”> Receipts of factor in-
come from the rest of the world increased less
than payments of factor income; corporate prof-
its accounted for more than half of the increase in
receipts, and interest income accounted for about
three-fourths of the increase in payments.

Real gnp on a command basis increased more
than real onp in the second quarter—4.0 per-
cent, compared with 3.0 percent—reflecting an
improvement in the terms of trade.’ In the first
quarter, command-basis gne also increased more
than real gNp—4.5 percent, compared with 4.0
percent.

Corporate Profits

Profits from current production increased $15.5
billion in the second quarter after increasing
$31.8 billion in the first (table 3).* Profits of
domestic corporations increased s12.2 billion af-
ter increasing s$41.9 billion. Profits of financial
corporations edged up after a strong increase;
profits of nonfinancial corporations increased less
than in the first quarter. For nonfinancial cor-
porations, the second-quarter increase in profits
reflected increases in both real output and unit
profits. Profits from the rest of the world in-

2. gNp—goods and services produced by labor and property supplied by
U.S. residents—equals cop plus receipts of factor income from the rest of
the world less payments of factor income to the rest of the world.

3. In the estimation of command-basis cnp—a measure of the goods and
services produced by the U.S. economy in terms of their purchasing power—
the current-dollar value of the sum of exports of goods and services and of
receipts of factor income is deflated by the implicit price deflator for the sum
of imports of goods and services and of payments of factor income.

The terms of trade is a measure of the relationship between the prices
that are received by U.S. producers for exports of goods and services and the
prices that are paid by U.S. purchasers for imports of goods and services. It is
measured by the following ratio, with the decimal point shifted two places to
the right: In the numerator, the implicit price deflator for the sum of exports
of goods and services and of receipts of factor income; in the denominator,
the implicit price deflator for the sum of imports of goods and services
and of payments of factor income. Changes in the terms of trade reflect
the interaction of several factors, including movements in exchange rates,
changes in the composition of the traded goods and services, and changes in
producers’ profit margins. For example, if the U.S. dollar depreciates against
a foreign currency, a foreign manufacturer may choose to absorb this cost by
reducing the profit margin on the product it sells to the United States, or it
may choose to raise the price of the product and risk a loss in market share.

4. Profits from current production is estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consumption
adjustment; it is shown in nipa tables 1.9, 1.14, 116, and 6.16¢ as “corporate
profits with inventory valuation and capital consumption adjustments.”
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creased $3.4 billion after decreasing s10.1 billion;
receipts turned up, and payments slowed.’

Cash flow from current production, a prof-
its related measure of internally generated funds
available for investment, increased s11.3 billion
after increasing $4.3 billion. The 7.0 billion step-
up in cash flow contrasts with the $16.3 billion
slowdown in profits from current production;

5. Profits from the rest of the world is calculated as (1) receipts by U.S.
residents of earnings from their foreign affiliates plus dividends received by
U.S. residents from unaffiliated foreign corporations minus (2) payments by
U.S. affiliates of earnings to their foreign parents plus dividends paid by U.S.
corporations to unaffiliated foreign residents. These estimates are derived
from Bea’s international transactions accounts.

Table 3.—Corporate Profits
[Seasonally adjusted at annual rates]

Level | Change from
preceding
1997 quarter

1997

Billions of dollars

Profits from current production .............ccoocussssss 795.1| 318| 155

Domestic industries ...... 694.4| 419 122
Financial ......... 107.7 283 9
Nonfinancial ... .. | 586.7 13.7 11.3

Rest of the world ..... ... | 100.8| -10.1 34

1483 -2.7 8.4
47.5 75 5.0

Receipts (inflows)
Payments (outflows) .

IVA s 59 2 24
CCAd;j .... 69.4 33 17
Profits before tax . | 719.8 284 114

2445 15.2 33
4753 132 8.1

Profits tax liability
Profits after tax

Cash flow from current production ............ccoccerereneienes 690.2 43| 113

Profits by industry:
Corporate profits With IVA ... 725.7| 285 13.8
Domestic industries .. .| 6249 38.7 10.4

Financial .......... 1175 284 1.0
Nonfinancial ... 507.4 10.2 9.4
Manufacturing ............... 2210 -15| 128

89.6 10| -19
49.5 16 5
549 6.8 -2
92.4 23| -18
100.8| -10.1 34

Transportation and public utilities
Wholesale trade
Retail trade

Dollars

Unit price, costs, and profits of nonfinancial
corporations:
Unit price 1.072| 0.004| 0.003
Unit labor cost ... .698 .004 .001
Unit nonlabor cost 229 -.001| O
Unit profits from current production 144 .001 .001

NoTe.—Levels of these and other profits series are found in NIPA tables 1.14, 1.16, 6.16C,
and 7.15.

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

this difference is accounted for, about equally,
by slowdowns in profits tax liability and in divi-
dends, both of which are included in profits from
current production but are not in cash flow. The
ratio of cash flow to nonresidential fixed invest-
ment, an indicator of the share of the current
level of investment that could be financed by
internally generated funds, decreased to 82.5 per-
cent from 83.7 percent. These levels are near the
midpoint of the range in which the ratio has
fluctuated during most of this decade.

Industry profits.—Industry profits increased $13.8
billion after increasing $28.5 billion.® For do-
mestic financial corporations, profits edged up
after a sharp first-quarter increase that partly re-
flected a rebound from a special assessment in
the fourth quarter on thrift institutions to recap-
italize the Savings Association Insurance Fund.
For domestic nonfinancial corporations, profits
increased about as much as in the first quar-
ter. In manufacturing, profits turned up. Most
manufacturing industries contributed to the up-
turn; two that did not were motor vehicles, which
posted bigger losses than in the first quarter, and
petroleum, which posted smaller profits than in
the first quarter. Profits for the other major
industry groups either slowed down or turned
down.

Related measures.—Profits before tax (epsT) in-
creased s11.4 billion after increasing $28.4 billion.
The difference between the s17.0 billion slow-
down in eper and the $16.3 billion slowdown
in profits from current production was more
than accounted for by inventory profits, which
decreased after changing little.” [.f

6. Industry profits, which are estimated as the sum of corporate profits
before tax and the inventory valuation adjustment, are shown in ~ipa table
6.16¢. Estimates of the capital consumption adjustment do not exist at a
detailed industry level; they are available only for total financial and total
nonfinancial industries.

7. As prices change, companies that value inventory withdrawals at orig-
inal acquisition (historical) costs may realize inventory profits or losses.
Inventory profits, a capital-gains-like element in profits, result from an in-
crease in inventory prices, and inventory losses, a capital-loss-like element in
profits, result from a decrease in inventory prices. In the nipa’s, inventory
profits or losses are shown as adjustments to business income (corporate
profits and proprietors’ income); they are shown as the inventory valuation
adjustment with the sign reversed.
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